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Please state your name and business address.

Jeffrey D. McClanahan, 1500 SW Arrowhead Road, Topeka, Kansas.
Who is your employer and what is your title?

I am employed by the Kansas Corporation Commission (Commission or
KCC) as Director, Utilities Division.

What is your educational background and professional experience?

I hold a Bachelor of Arts degree in Accounting from West Texas State
University. | was employed for approximately eight years by a Savings and Loan
institution in professional positions in auditing and accounting. 1 joined the KCC
in December 1997 as a Utility Auditor Il. 1 was promoted to Senior Auditor in May
1998 and was subsequently promoted to Chief of Accounting and Financial
Analysis in February 2002. | have held my current position since April of 2012.
Have you previously testified before the Commission?

Yes, | have filed testimony in numerous dockets before the Commission.
What is the purpose of your testimony?

I am providing a summary of Staff’s analyses in this case to aid the
Commission in its review of Staff’s positions, conclusions, and recommendations.
I will also provide an overview of the proposed transaction (Transaction), an
introduction of Staff’s witnesses, and a summary of Staff’s overall

recommendation.
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OVERVIEW OF THE TRANSACTION AND INTRODUCTION OF WITNESSES

A. OVERVIEW OF THE TRANSACTION
Please provide an overview of the proposed merger transaction.

The initial transaction denied by the Commission in Docket No. 16-KCPE-
593-ACQ (Initial Transaction) has been restructured as a Merger of Equals (MOE).
Applicant witness Mr. Greg Greenwood describes the Transaction at page 6 of his
testimony as follows:

The Initial Transaction has been restructured as a Merger of Equals
(“MOE”) that will be accomplished entirely through an exchange of stock
with no control premium paid to either company’s shareholder[s], no
exchange of cash, no Merger-related debt and with upfront, guaranteed
benefits to retail electric customers in the form of bill credits. The Merger
will be accomplished by forming a new holding company and by an
exchange of stock at the time of closing.

A more detailed description of the Transaction is provided in the
Application at paragraphs nine through sixteen as well as in various staff witnesses’
testimonies.

B. INTRODUCTION OF STAFF’S WITNESSES
Who will be offering testimony on behalf of Staff?
I will introduce Staff’s witnesses and the consultants testifying on behalf of

Staff along with the specific merger standard(s) each witness addresses. The

witnesses are as follows:
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Staff Witnesses:

Justin Grady: Mr. Grady provides testimony in support of merger standards (a)
(i), (a) (iii), (a) (iv), (c), (d), and (e). Mr. Grady’s testimony discusses the fact that
the Transaction, as filed, provides too much benefit to the Applicant’s combined
shareholders and recommends an Earnings Review and Sharing Plan as a set of
conditions that will promote the public interest and provide adequate ratepayer
benefits through a balanced and equitable sharing of the Transaction’s benefits. Mr.
Grady also performs financial analysis on the Transaction as well as the financial
model used to forecast the Transaction’s financial impact on both shareholders and
ratepayers over the next five years.

Adam Gatewood: Mr. Gatewood provides testimony in support of merger
standards (a)(i) and (a)(iii). Mr. Gatewood discusses the fact that the forecasted
financial condition of the post-merger companies is equal to and, by some
measures, better than the stand-alone entities prior to the Initial Transaction. Mr.
Gatewood’s analysis relies on the assessments of the credit rating agencies that
follow the Applicants. Mr. Gatewood also performs a cost of capital and capital
structure analysis in support of Staff’s Earnings Sharing and Review Plan.

Leo Haynos: Mr. Haynos provides testimony in support of merger standards
(a)(iii), (c), and (h). Mr. Haynos’ testimony evaluates the safety, reliability, and
service quality commitments included in the Application. Mr. Haynos’ testimony
also provides recommendations for additional conditions and reporting

requirements related to quality of service.
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Robert Glass, Ph.D.: Dr. Glass provides testimony in support of merger standards
(@)(v), (c), and (g). Dr. Glass’ testimony addresses the fact that the very nature of
the merger should make the combined companies more efficient than on a stand-
alone basis. Dr. Glass discusses why Staff’s Earnings Sharing and Review Plan
provides the appropriate economic incentive for the Applicants to maximize cost
savings. Dr. Glass’ testimony also addresses the economic impact of the
Transaction on the State and local economies as well as the impact on competition.
Staff’s Consultants:

Ann Diggs, CPA: Ms. Diggs provides testimony in support of merger standards
@(i), (a)(ii), (a)(iv), and (d). Ms. Diggs discusses her analysis and
recommendations regarding transaction savings as well as affiliate transactions and
cost allocations. Ms. Diggs recommends post-merger savings tracking and
reporting requirements as well as post-merger affiliate transaction and cost
allocation reporting.

Walter P. Drabrinski, President, Vantage Energy Consulting, LLC: Mr.
Drabinski provides testimony in support of merger standards (b), (c), and (f).

Mr. Drabinski discusses his review of the planned generation plant retirements and
the forecasts related to the Applicant’s proposed capital budget expenditures for
generation, transmission, distribution, and information technology. Mr. Drabinski
also addresses safety, reliability, and service quality commitments included in the

Application and recommends standards and reporting requirements.
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1. SUMMARY OF STAFF’S POSITION: THE PROPOSED MERGER IS IN THE PUBLIC

INTEREST SO LONG AS THE APPLICANTS ACCEPT ADDITIONAL MERGER CONDITIONS

A. THE MERGER TRANSACTION — WITH STAFF’S ADDITIONAL CONDITIONS —
MEETS THE COMMISSION’S ESTABLISHED MERGER STANDARDS AND IS IN THE
PUBLIC INTEREST

Q. What is the Public Interest Standard and how is it applied in merger
dockets?

A. Generally speaking, the public interest is served when ratepayer interests
are carefully considered and protected. In the context of a rate case, the public
interest can be served when ratepayers are protected from unnecessarily high
prices, discriminatory prices, and/or unreliable service. In the context of a
merger, the Commission’s Order in Docket Nos. 172,745-U and 174,155-U*
(KPL/KGE Merger) states the following:

All parties generally agree that the merger should be approved only
if it is “in the public interest.” The parties have differed, however,
on specifically what “in the public interest” means in the context of
utility mergers. The Commission notes there are various cases
addressing generally the meaning of “the public convenience and
necessity.” Public convenience means the convenience of the public,
not the convenience of particular individuals. 206 Kan. 670, 676
(1971). Public necessity does not necessarily mean there must be
some showing of absolute need. As used, the word “necessity”

means a public need without which the public is inconvenienced to
the extent of being handicapped.?

! The Commission’s Order in Docket Nos. 172,745-U and 174,155-U dated November 14, 1991, approved
the merger of Kansas Power and Light Company with the Kansas Gas and Electric Company.
21d. at p. 34.
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Consistent with its broad authority to regulate public utilities for the
benefit of the public interest, the Commission believes that in
reviewing a merger or acquisition, it should consider a variety of
factors. The Commission believes that to simply adopt a “no
detriment” test as suggested by the Applicants or a “net benefits”
standard as suggested by CURB is too simplistic. Utility mergers
and acquisitions are complex transactions that affect both ratepayers
and shareholders for many years to come and have significant
implications for the utility service to be provided. Consistent with
its mandate in approving the initiation of utility service as set out in
K.S.A. 66-131, the Commission concludes that mergers and
acquisitions be approved where the applicant can demonstrate that
the merger or acquisition will promote the public interest. In
determining whether a transaction promotes the public interest, the
Commission looked to the variety of sources presented by the parties
in their testimony and briefs. The Commission adopts the following
list of factors it will weigh and consider in determining whether the
proposed transaction promotes the public interest...® [Listing of
Merger Standards omitted].

The Commission believes these factors will allow the Commission
to uniformly review mergers and acquisitions that may be presented
to the Commission in the future while maintaining some flexibility
to deal with the particular circumstances of each transaction.
Additionally, these factors will provide utilities contemplating a
merger or acquisition with a standard that will be utilized to review
any contemplated transaction.*

In the September 28, 1999, Order on Merger Application in Docket No. 97-

WSRE-676-MER, the Commission stated the following:

The November 15, 1991 Order approving the merger between KPL
and KGE (Docket Nos. 172,745-U and 174,155-U) stated that
mergers should be approved where the applicant can demonstrate
that the merger “will promote the public interest.” (p. 35.) The Order
set forth a number of factors to be weighed and considered in
determining whether this standard is met... [List of Merger
Standards Omitted].>

31d. at pp. 34-35.
41d. at p. 36.

> Docket No. 97-WSRE-676-MER, Order on Merger Application at {17.

6
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KCPE-593-ACQ dated August 9, 2016. Specifically, the Commission stated:

entrenched as “...the beginning criteria to be used when evaluating a merger

application, and are to be supplemented by any other considerations that are

The Commission reaffirms that the information in these standards
should be addressed by parties in merger cases. These factors are the
beginning criteria to be used when evaluating a merger application,
and are to be supplemented by any other considerations that are
relevant given the circumstances existing at the time of the merger
proposal. In essence, the question is whether the public interest is
served by approving the merger as determined by the specific facts
and circumstances of each case. The Joint Applicants bear the
burden of proof in this case, and must demonstrate through the
evidence in the record a sufficient basis upon which to approve the
merger.5

The Commission reaffirmed the merger standards in its Order in Docket 16-

In determining whether a proposed merger will promote the public
interest, the Commission will evaluate the application under the
following criteria.  [Merger Standards omitted].

The Commission recognizes that the 97-676 Docket allows for some
flexibility in the merger standards, including modifying those
standards or even adding additional standards or considerations. At
the same time, the Commission will require any deviation from the
standards reaffirmed in paragraph 5 of this Order to be clearly
identified in the application and justified in supporting testimony.
Similarly, if Staff or an intervenor believes the standards need to be
modified in a particular docket, they are obligated to explain the
proposed modification and provide grounds supporting the proposed
modification.®

Based on the above statements, it is clear that the merger standards are

®1d. at 118.

" Docket No. 16-KCPE-593-ACQ, Order on Merger Standards at 5.

81d. at 17.
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relevant given the circumstances existing at the time of the merger proposal.”®
Moreover, the Commission confirmed that the merger standards are the primary
determination of whether a proposed merger promotes the public interest when it
stated, “The Commission adopts the following list of factors [merger standards] it
will weigh and consider in determining whether the proposed Transaction promotes
the public interest.”°

It is also clear that whether the public interest is promoted is based on
“...whether the public interest is served by approving the merger as determined by
the specific facts and circumstances of each case.”*!

Does the Transaction promote the public interest?

So long as the Commission orders, and the Applicants accept, additional
conditions, then Staff believes this MOE is in the public interest. A review of each
Staff witnesses’ testimony will indicate that every merger standard has been either
met based on case specific facts or can be met with additional merger conditions.
Because the Commission uses the merger standards as guidance as to whether a
transaction promotes the public interest, successfully meeting all of the merger
standards is a strong indication that the public interest will be promoted by

approving the Transaction.

° Docket No. 97-WSRE-676-MER, Order on Merger Application at 1 18.
10 Docket Nos. 172,745-U and 174,155-U, Order at p. 35.
11 Docket No. 97-WSRE-676-MER, Order on Merger Application at | 18.

8
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B. STAFF’S OVERALL RECOMMENDATION
Please provide Staff’s overall recommendation.
The merger transaction — with Staff’s additional conditions — meets the

Commission’s established merger standards and is in the public interest.

COMPARISON OF THE INITIAL ACQUISITION PROPOSAL TO THE CURRENT

MERGER OF EQUALS PROPOSAL

A. OVERVIEW OF THE INITIAL ACQUISITION PROPOSAL
Please provide an overview of the initial acquisition proposal.

The Initial Transaction was an acquisition of Westar by Great Plains
Energy (GPE). The general financial terms included GPE paying $8.6 billion for
all of Westar’s equity and assuming $3.6 billion in debt, for a total transaction
value of $12.2 billion. The transaction was a mostly cash deal in which Westar’s
shareholders would receive $60 per share, with $51 in the form of cash and
approximately $9 in the form of GPE stock. The total transaction value created
an acquisition premium of $4.9 billion (excess of purchase price over Westar’s
book value) and a control premium of $2.3 billion (excess of purchase price over
Westar’s pre-acquisition stock value).

The financing of the Initial Transaction was to be accomplished with
approximately 50% debt and 50% equity. This equated to GPE borrowing $4.4
billion to finance the acquisition and assuming the $3.6 billion of Westar debt,

putting the combined companies into a highly leveraged position. Moreover the
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$4.4 billion in debt was to be assigned to the holding company, creating a need
for the post-merger companies to use financial engineering to pay for the debt.
As a reminder, financial engineering was defined as the holding company
assigning debt and equity as it saw fit. This enabled the holding company to earn
an equity return on debt if the holding company assigned more equity to the utility
subsidiary than would exist in the actual consolidated capital structure.
Q. What concerns did Staff identify as a result of its analysis of the Initial
Transaction?
A. Staff witness Justin Grady summarizes Staff’s overall concerns in his
testimony in this case, where he states:
During the review of the original transaction, Staff expressed several
concerns with the reasonableness of the purchase price, including
whether the purchase price was reasonable in light of the savings
that could be demonstrated, and whether the purchase price was
within a reasonable range. Ultimately, Staff concluded that the
purchase price was excessive and the acquisition premium over
book value could not be justified by operational synergies and was,
therefore, excessive and unreasonable.  Additionally, Staff
concluded that the original purchase price and the $5 billion
premium over book value were supported by financial engineering
instead of operational synergies, which led to a highly leveraged and
much riskier combined company for ratepayers. [Direct Testimony
of Justin T. Grady at Section V., A.].
Q. What conclusions did Staff reach regarding the Initial Transaction?
A. Staff concluded that the Initial Transaction had several fatal flaws that

could not be cured and we recommended outright denial of the transaction. The

fatal flaws defined by Staff were as follows:

10
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e The purchase price of $12.2 billion was too high because it resulted in
GPE and its subsidiary Westar becoming significantly weaker financially
post-acquisition.

e The Applicants asserted they were not explicitly requesting recovery of
the acquisition premium (AP), however, ratepayers would inevitably pay
this AP implicitly through financial engineering.

e The Applicants failed to demonstrate that the Initial Transaction would
benefit customers through demonstrable and quantifiable savings which
could be reasonably attributed to the acquisition.

e The Applicants failed to provide any certainty with regard to the
continued financial health of the companies.

What view of the Initial Transaction did the credit rating agencies have?
The credit rating agencies — Standard & Poors, Moody’s, and Fitch — all
expressed concerns regarding the post-transaction financial strength for the utility
subsidiaries and GPE. In fact, certain concerns expressed pointed to either a
weakly positioned investment grade utility or the potential for sub-investment
grade ratings. The end result was that the Initial Transaction would have resulted
in Westar, KCP&L, and GPE being in a weaker financial position post-merger
than they would have been on a stand-alone basis. In fact, they were either
downgraded or placed on negative watch after the announcement of the

transaction.

11
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Q. Did the high leverage and need for financial engineering in the Initial
Transaction allow the Joint Applicants to agree to any conditions that Staff,
CURB, or other Intervenors requested?

A. Only to a very limited degree. The Joint Applicants provided a list of
conditions that established certain protections regarding how the holding
company and its electric utility subsidiaries would interact. However, the Joint
Applicants made it clear that most of the additional conditions considered,
including the elimination of the use of financial engineering or passing a

significant amount of the estimated savings on to customers, would effectively
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require a termination of the acquisition.

What was the Commission’s decision in the Initial Transaction?

The Commission denied the Initial Transaction. The Commission

specifically stated in its Order:*?

The Commission is not opposed to mergers as evidenced by its
approval of two acquisitions within the past six months. As one of the
intervenors notes, in many ways a merger between GPE and Westar
makes sense, but for one insurmountable obstacle — the purchase price
is simply too high. The Commission agrees. Both KCP&L and Westar
have a long history of providing sufficient and efficient service in
Kansas and the Commission agrees that based on their geographies a
merger makes sense. But not this merger. The proposed transaction is
not a merger of equals, but an acquisition with an excessive purchase
price, requiring GPE to take on significant debt. The $4.9 billion
acquisition premium exceeds GPE's $4.8 billion market capitalization
by $100 million. Unfortunately, the transaction was presented to the
Commission as a take it or leave it proposal. Repeatedly, the Joint
Applicants advised the Commission that any significant safeguards that
would protect consumers, such as maintaining a separate, independent
Westar Board of Directors, would halt the transaction. Therefore, the
proposed transaction could not be salvaged and the Commission is left

with no choice but to reject the proposed transaction.

12 Docket No. 16-KCPE-593-ACQ, Order filed on April 19, 2017 at { 5.

12



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

28

29

30

31

Direct Testimony of Jeffrey D. McClanahan
Docket No. 18-KCPE-095-ACQ

B. OVERVIEW OF THE CURRENT MERGER OF EQUALS PROPOSAL
Does the revised Transaction have any of the fatal flaws that the Initial
Transaction had?

No. In fact, the Applicants should be commended for resolving all of the
fatal flaws and structuring the deal as a merger of equals. It is clear from this
Application that the Applicants carefully considered the Commission’s Order in
the Initial Transaction and used it as guidance when restructuring the merger. As
Mr. Justin Grady states in his testimony:

The revised Transaction addresses Staff’s concerns about the
original transaction in several key ways:

1. The revised Transaction has been restructured as a MOE, in
which there is no true purchase price, acquisition premium, control
premium or cash payment to shareholders;
2. The revised Transaction does not involve excessive transaction-
related debt and is not dependent on financial engineering to support
an excessive acquisition premium;
3. There is no risk that ratepayers will pay for the merger-related
goodwill in the future if a certain capital structure is used for
ratemaking purposes;
4. The credit rating agencies have opined favorably on the financial
health of the combined company after the Transaction.
[Direct Testimony of Justin T. Grady at Section V., B.].
What is Staff’s opinion of a MOE as a structure to combine two utilities?
The current Transaction structure as a MOE is a case of first impression
for Staff and the Commission as there has never been a MOE in Kansas and
overall the transactions are rare. That being said, Staff views a MOE very

favorably as a number of financial issues such as true acquisition premiums and

13
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control premiums are eliminated in a MOE. And the elimination of an acquisition
premium and control premium greatly simplifies the review of the Commission’s
merger standards related to the financial impact of a merger. As Mr. Justin Grady

states in his testimony:

30

31

32

33

34

35

Because the revised Transaction is a MOE with no true purchase
price or acquisition premium, the combined entity doesn’t have to
shield all the benefits of the merger from ratepayers in order to
finance an excessive purchase price and acquisition premium.
Additionally, the revised Transaction carries with it much less risk
than a highly leveraged transaction to pay a large acquisition
premium. Because there is no large debt issuance by an acquiring
entity that is funding a large payment of cash to the target company,
there is no need to shield this debt issuance from the ratemaking
process in order to pay for the acquisition premium. As a result,
the Applicants have not tied the approval of this Transaction to a
certain capital structure for ratemaking purposes.

During the original transaction, Staff opined that there was a risk
that ratepayers would be asked to pay for the acquisition premium
or goodwill impairment in the event that GPE were to experience
financial distress due to the risks associated with excessive holding
company debt or if the operating company capital structure were to
be used to set utility rates. In this case, the Applicants have
unequivocally committed to never seek recovery of the acquisition
premium (merger related goodwill) from ratepayers, and this
commitment is not qualified with the requirement for the
Commission to use a certain capital structure for ratemaking
purposes. [Direct Testimony of Justin T. Grady at Section V., C.].

Have merger savings been quantified and demonstrated in this Transaction?
Yes. As will be discussed briefly later in this testimony and as addressed

more specifically by Staff witness Ann Diggs, the Applicants have provided

sufficient and credible data and supporting documentation to enable a

comprehensive review and quantification of savings by Staff.

14
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V.

STAFF’S ANALYSES AND RECOMMENDATIONS REGARDING THE TRANSACTION

A. STAFF’S MAJOR CONCERNS
What are Staff’s major concerns with the proposed Transaction?

As Staff reviewed the proposed Transaction, we realized that the
combination of no true acquisition premium or control premium and merger
savings estimated to be in excess of $500 million could create significant benefits
for both ratepayers and shareholders. However, the Applicants proposed
Transaction only provides ratepayer benefits through; (1) a $50 million upfront
bill credit, (2) lower rates in future rate cases — including the upcoming 2018 rate
cases for both Westar and KCP&L — due to lower costs created by merger
savings, (3) and delays in future rate cases due to merger savings that will be
available to offset increased capital and operating costs.

From Staff’s perspective, the Transaction provides too much benefit to the
Applicant’s combined company shareholders. As stated by Mr. Grady:

As filed, the Transaction provides too little benefit to Westar and

KCPL’s ratepayers compared to the shareholders of the combined

company. The Applicant’s plan to retain most of the merger savings

over the next five years to defer rate case filings, grow earnings,

increase dividends, and fund capital investment, would also result in

less effective regulation of these utilities by the Commission.

[Direct Testimony of Justin T. Grady at Section I1.].

The primary rationale for determining the merger is in the public interest

is the merger benefits that will accrue to ratepayers. Therefore, there is a direct

nexus between the merger benefits and approval of the merger. However, this

15
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direct nexus is broken if the Applicants move forward post-merger and retain in
excess of $500 million in savings during the next five years, while they control
capital expenditures and operating costs with little to no oversight by the
Commission. This situation could very well lead to overearnings and, at the very
least, create an unnecessary delay in ratepayers receiving significant benefits.

B. STAFF’S REGULATORY PLAN

Please explain Staff’s Regulatory Plan.

Staff has developed a five-year Regulatory Plan post-merger that involves
several different components that provide; (1) more certainty and timeliness for
ratepayers to receive merger savings, (2) tracking and confirming of merger
savings, (3) oversight of capital expenditures, and (4) tracking and confirming of
quality of service metrics. This Regulatory Plan ensures that the nexus between
any approval of the Transaction and the benefits of the transaction remain
connected so that the public interest is promoted. The individual components of
Staff’s Regulatory Plan are:

» Earnings Review and Sharing Plan (ERSP): Staff recommends an

ERSP that provides for; (1) a five year rate moratorium, (2) additional
fixed bill credits in years 2019 through 2022 of $10.065 million for
Westar and $3.321 million KCP&L — Kansas, (3) a 50% earnings
sharing mechanism for any actual earnings above an authorized return
on equity (ROE), less the fixed bill credits, and (4) several other
ratemaking conditions. The ERSP will also require an annual review

through an Earnings Review and Sharing Report that is to be filed with

16
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the Commission with the intent to be an evaluation of the earned
Return on Equity of both Westar and KCP&L — Kansas to determine
whether any sharing of overearnings should take place. Staff witness
Justin Grady addresses the bulk of the ERSP. However, Staff witness
Adam Gatewood provides cost of equity and capital structure
recommendations, while Staff witness Dr. Glass discusses the
economic rationale for Staff’s ERSP;

Merger_Integration Reporting: Staff recommends Merger

Integration Reporting that requires the Applicants to continue their
offered reporting and tracking of merger savings throughout the five-
year rate moratorium period. Staff witness Ann Diggs provides the
testimony supporting this reporting requirement;

Affiliate Transaction and Cost Allocation Reporting: Staff

recommends Affiliate Transaction and Cost Allocation Reporting that
will include a requirement that the Applicants have an independent
third-party audit of affiliate transactions and corporate cost allocations.
Staff witness Ann Diggs provides the testimony supporting this
reporting requirement;

Capital Resource Plan (CRP): Staff recommends a CRP that requires

budgets, schedules, and post completion reporting on capital
expenditures related to generation, transmission, and distribution.
Staff witness Walter Drabinski provides the testimony supporting

these reporting requirements; and
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» Quality of Service Performance Standards and Monitoring

Criteria: Staff recommends Quality of Service Performance
Standards and Monitoring Criteria to ensure that the service quality
and reliability standards are established and monitored during the
Regulatory Plan period. Staff witnesses Leo Haynos and Walter
Drabinski provide testimony supporting these performance standards
and reporting requirements.

C. OTHER STAFF ANALYSES

Please discuss Staff’s other analyses.

The majority of Staff’s analyses and recommendations are included in the
Regulatory Plan outlined above. While I don’t intend to summarize every issue
Staff has analyzed, there are a few more major areas of review that should be
discussed. These are:

» Staff witness Mr. Grady reviews the financial analysis performed by the
Applicant’s financial advisors that establishes the valuation methods and
reasonableness of the stock exchange ratio required for the MOE. Mr.
Grady also:

= Evaluates the accounting goodwill value;

= Determines the appropriate time period over which to analyze
merger benefits;

= Performs an analysis of the percentage of forecasted merger

savings that accrue to ratepayers and shareholders;
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= Performs an analysis of the benefits of the transaction as modified
by Staff’s proposed ERSP;

= Reviews the financial model developed by the Applicant to
forecast the financial results of the combined companies over five
years;

= Discusses Staff’s concerns regarding Westar’s corporate office and

the need to extend the commitments to ten years; and

Discusses the need for a Most Favored Nations clause due to the

pending approval of the merger in Missouri.

» Staff witness Mr. Gatewood provides his analysis, conclusions, and

conditions regarding the financial assessment of the merger by the
Applicant’s credit rating agencies.

Staff witness Dr. Glass provides his analysis and conclusions regarding
the economic effect of the Transaction on state and local economies and
labor markets as well as the effect of the Transaction on competition.
Staff witness Mr. Drabinski provides his analysis and conclusions
regarding the impact of the transaction on the environment as well as the
impact of labor reductions in the areas of generation, transmission, and
distribution. Mr. Drabinski also evaluates whether Kansas energy
resources are maximized in Kansas and provides an analysis and
recommendations regarding power plant retirements identified in the

Applicant’s 2017 Integrated Resource Plan.
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D. STAFF’S RECOMMENDED CONDITIONS
Please discuss Staff’s recommended conditions.

Each Staff witness provides an analysis, support, and recommendation for
the conditions recommended in their respective testimony. For ease of reference,
attached as Exhibit JDM-1 is a comprehensive list of all conditions recommended
by both the Applicants and Staff. More specifically, the starting point for the
conditions is Exhibit DRI-1* attached to Applicant witness Mr. Darrin lves’
testimony. Any language changes to the conditions list filed by the Applicant’s is
underlined, while any deletions contain a strikethrough.

E. CONCLUSION AND RECOMMENDATION
Please provide Staff’s conclusions regarding the Transaction.

As stated previously, there is a direct nexus between the merger benefits
and approval of the merger. More specifically, the Transaction meets the public
interest standard primarily — but not solely — based on the merger benefits that
will be realized post-merger. As Mr. Grady states in his testimony, “...previous
Commission Orders make it clear that in order to promote the public interest,

adequate ratepayer benefits resulting from a balanced and equitable sharing of the

benefits attributed to a merger, is required.”** Therefore, Staff’s Regulatory
Plan is necessary to ensure that the direct nexus between a balanced and equitable
sharing of the benefits of the Transaction is not disconnected by allowing the

Applicant’s to control the benefits post-merger.

13 The excel file for DRI-1 was obtained through CURB Data Request No. 10.
14 Direct Testimony of Justin T. Grady at Section VI. A.
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Q. Please provide Staff’s recommendation.

The merger transaction — with Staff’s additional conditions — meets the
Commission’s established merger standards and is in the public interest.
Therefore, the Transaction should be approved subject to Staff’s additional
conditions.

Does this conclude your testimony?

Yes it does.
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Exhibit JDM-1
Condition
No.

43

Staff's Recommended Revisions to Joint Applicants’ Proffered Merger Commitments and Conditions (18-KCPE-095-MER)

Integrated Resource Plan: KCP&L will provide to the KCC Staff its integrated resource plan (IRP) within seven (7) days of its filing in Missouri. The public version of such
materials shall aiso be provided to CURB.

A

ccess te Maferials Provided te Ralings Analysts : KCP&L and Westar shall provide Staff and CURB with access, upon reasonable written notice during working hours and
Fubject to appropriate confidentiality and discovery procedures, to all written information provided to common stock, bond or bond rating analysts which directly or indirectly

4 4 pertains to HoldCo, KCP&:L or Westar or any affiliate that exercises influence or control over KCP&L, Westar or Holdco. Such information inciudes, but is not limited fo, common
stock analyst and bond rating analyst reports. For puiposes of this condition, “written” information includes, but is not limited to, any written and printed material, audio and vided

tapes, computer disks, and electronically stored information. Nothing in this condition shail be deemed a waiver of any entity’s right to seek protection of the information or td
object, for puiposes of submitting such information as evidence in any evidentiary proceeding, to the relevancy or use of such information by any party.

Access fo Mafterials Regarding CAM Compliance : Holdco, KCP&L and Westar shail make available to Staff and CURB, upon written notice doring normal working hours and

kubject fo appropriate confidentiality and discovery procedures, ail books, records and employees as may be reasonably required to verify compliance with KCP&1.’s and Westar’q
ICAM and any condi'tions ordered by this Commission. Holdco, KCP&I. and Westar shall also provide Staff and CURB any other such inforination (including access fo empioyees

45 relevant to the Commission’s ratemaking, financing, safety, quality of service and other regulatory authority over KCP&IL. or Westar; provided that any entity producing records o

personnel shall have the right to abject on any basis under applicable law and Commission rules, excluding any objection that such records and personnel of affiliates (a) are nof

within the possession or control of either KCP&L or Westar or (b) are either not relevant or are not subject to, the Commission’s jurisdiction and statutory authority by virtue of, o
jas a result of, the implementation of the proposed Merger.

Access fo Board of Director Maferials : KCP&I. and Westar shall provide Staff and CURB access, upon reasonable request, the complete Holdco board of directors’ meeting

minutes, including ail agendas and related mformation distributed in advance of the meeting, presentations and handouts, provided that privileged information shall continue fo be
kubject to protection from disclosure and KCP&IL and Westar shall continue fo have the right to object to the provi'sion of such information on relevancy grounds.

47

Retention Period for Affiliate Transaction Records : KCP&L and Westar will maintain records supporting their affiliated transactions for at least six (6) years.

Journal Entries : Within six months of the close of the Merger, Holdco, KCP&L and Westar wiil provide fo the Commission Staff detailed journal entiies recorded to reflect the
4 8 Merger.

Holdco, KCP&L and Westar shail also provide the final detailed journal entries fo be filed with the Commission no later than 13 months after the date of the closing. These entries

1
must show, and shall include but not be limited to, the entries made to record or remove from ali utility accounts any Merger goodwill costs or transaction costs.

Financial Conditions Remaining From 01-KCPE-701-MIS
GPE ("Holding Company") and its subsidiaries will not conduct any material business activi'ties that are not pait of the "electric industry or natural gas industry business” or are not

reasonably related fo business activities derived from changes in the electric industry or natural gas industry as a result of competition, without Commission approval. With regard
4 9 o expansion of KCPL's current operations in the telecommunications and information businesses, activities will be limited to those considered reasonably related to current
operations

q 0 II(CPL’S total long-term borrowings including all instruments shall not exceed KCPL’s regulated rate base.

12
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51

The customers of KCPL shall be held hammless by KCPL and GPE if the reorganization creating GPE,with KCPL as a subsidiary, results in a higher revenue requirement for KCPL
Jthan if the reorganization had not occurred.

PE and KCPL shall provide the Commission Staff and CURB unrestricted access to all wriften information provided to common stock, bond, or bond rating analysts, which
directly, or indirectly, pertains to KCPL or any affiliate that exercises influence or control over KCPL or has affiliate fransactions with KCPL. Such information includes, but is not
limited to, reports provided to, and presentations made fo, common stock analysts and bond rating analysts. For puiposes of this condition, "written" information includes, but is not
limited to, any written and printed material, audio and videotapes, computer disks, and electronically stored information. Nothing in this condition shall be deemed to be a waiver of]
GPE's or KCPL's right to seek protection of the information.

GPE shall not, directly or indirectly, acquire or merge with a pubiic utility or public utility holding company, nor will it allow itseif to be acquired by a pubiic utility or public utility
holding company unless GPE has requested prior approval for such a transaction from the Commission.

VIIO. Other Parent Company Conditions

Prior Commitmenis of, and Orders Applicable to, GPE, KCP&I and Westar : Holdco, KCP&L and Westar commit to reaffirm and honor any prior commitments made by GPE o1
(Westar to the Commission to comply with any previously issued Commission orders applicable to KXCP&L or Westar or their previous owners except as otherwise provided for
herein.

|01-K CPE-708-MIS (01-708): In the Maiter of the Application of Kansas City Power & Light Company for an Order Authorizing Ifs Plan to Reorganize Itfself Into a Holding
amgmq S!rudnre All of the omnmmnents and ocmd: tiong agreed to in the Auoust 71 200] Amended Unammous Stmuiatlon and Agr eement remain in place (see attached).

companies and holding company.

hn
h

Future Access to Capital : Holdco acknowledges that its utility subsidiaries need sigimn'ficant amounts of capital to invest in energy supply and delivery infrastructure (inciuding, buf
hot limited fo, renewable energy resources and other environmental sustainability initiatives such as energy efficiency and demand response programs) and acknowledges thaf
Imeeting these capital requirements of its utility subsidiaries will be conside1 ed a high priority by Hoidco’s board of directors and executive management and that Holdco’s access tqg
capital post-transaction will permit it and its utility subsidiaries to meet their statutory obligation to provide sufficient and efficient service.

13
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No.

Staff's Recommended Revisions to Joint Applicants’ Proffered Merger Commitments and Conditions (18-KCPE-095-MER)

IMost Favored Naﬂun Provision: Holdco shall file with the Commission a copy of any Setflement A}n eements leached and the Final Order of the Missouri Public Service

issouri ietal'l cugtomers than the Kansas refail electnc customer benefits contained in the Order of the Kansas Corporation Commission approving the Merger: Staff reserves its
right o requestthe Commission issue an addifional Order including the requested benefits and Holdco. Westar and KCP&L shall agree to provide the additional benefits fo Kansas

tail electric customers such that the benefits afforded Kansas retail electric customers are equivalent fo those provided to Missouri retail electric customers

[1] Akin Direct Testimony, Exhibits BA 1, BA 2, BA 3
[2] Dvia.
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amycline@twgfirm.com

MARK D. CALCARA, ATTORNEY
WATKINS CALCARA CHTD.

1321 MAIN ST STE 300

PO DRAWER 1110

GREAT BEND, KS 67530

Fax: 620-792-2775
mcalcara@wcrf.com

CATHRYN J. DINGES, SENIOR CORPORATE COUNSEL
WESTAR ENERGY, INC.

818 S KANSAS AVE

PO BOX 889

TOPEKA, KS 66601-0889

Fax: 785-575-8136

cathy.dinges@westarenergy.com

DAVID L. WOODSMALL

WOODSMALL LAW OFFICE

308 E HIGH ST STE 204

JEFFERSON CITY, MO 65101

Fax: 573-635-7523
david.woodsmall@woodsmalllaw.com

/s/ Vicki Jacobsen

Vicki Jacobsen



